integrate the existing systems. The center chart shows a
significant increase in productivity on a reasonably mature
program, and the chart at right shows the actual reduction
in on-hand inventory that took place. (This company did
have a make-parts inventory which comprised a large part
of the analysis.)

Implementing the process

At least 40 contractors have installed or arc installing
manufacturing resource planning. The success of their ef-
forts will depend heavily on three factors. First, top man-
agement must willingly support significant cultural
changes in the organization. If those officials do not be-
lieve that manufacturing resource planning will provide the
information necessary to run the plant and assure proper
accounting, the company .should not attempt to implement
the process. Program managers must also have faith in the
concept, especially in its potential for improving perform-
ance; they should not sec it as a threat to their control or
influence. In addition, managers must willingly give up
the informal systems which they have created and which
have served them well over the years.

The second factor critical to success is an adequate im-
plementation team. It should include both users and man-
agement information system personnel who will be respon-
sible for understanding the functional requirements,
selecting and customizing the software, determining the
exact uses for the software, and training the user commu-
nity. An implementation project typically takes 18 to 24
months and could involve as many as 50 full-time team
members. It is most likely to work if implemented on a pi-
lot basis, one program at a time.

Finally, the support, and if necessary the permission, of
the local Defense Contract Administration Service agency
is essential. Installing manufacturing resource planning
could imply radical operational changes such as
commingling inventory, automatically borrowing and
paying back inventory, and developing a new way to de-
termine production schedules, Defense Contract Adminis-
tration Service personnel must believe that the contractor
has control over the materials, labor, and overhead
charged on each contract, and they are more likely to do
so if actively involved from the beginning of the project,

The Defense Department itself should take a broader
role in encouraging these concepts industrywide. DoD reg-
ulations are currently interpreted differently from company
to company. In part, these interpretations reflect differ-
ences in each company's internal controls, but they also
speak to the need for further standardization of existing
regulations.

In addition, industry needs new regulations that encour-
age better practices in production and inventory control.

For example, Military Standard I567A encourages work
measurements and earned value for touch labor. Enforce-
ment is increasing, and many companies arc installing
shop-floor control systems to satisfy this requirement. If
DoD were to prepare a comparable military standard for
production and inventory control, it would give more di-
rection to both the contractor and the software vendors
who arc attempting to develop a standard solution for the
industry. This direction would also address a significantly
larger cost generator than touch labor.

DoD might also consider changing some of its financial
incentives. Instead of awarding progress payments based
only on actual progress, it might expand the formula to re-
ward contractors who invest in and improve their produc-
tion and inventory control systems and procedures.

Manufacturing resource planning can succeed in solving
a defense contractor's manufacturing control problems
only if these three fundamental changes occur. The com-
pany must change the way it plans and controls its manu-
facturing operations. The contractor must use computer
software that is integrated, embodies the manufacturing re-
source planning philosophy, and is capable of contract ac-
counting. And finally, the Department of Defense must ac-
tively encourage industrywide improvements in the
production and inventory control function. The defense
community has much at stake, and it stands to gain much
as well.
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